University of Mississippi

eGrove
Guides, Handbooks and Manuals

American Institute of Certified Public
Accountants (AICPA) Historical Collection

1997

Questions and Answers: Understanding the Proposed Regulatory
System of the Joint Committee
AICPA/NASBA Joint Committee on Regulation of the Profession

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_guides
Part of the Accounting Commons, and the Taxation Commons

Recommended Citation
AICPA/NASBA Joint Committee on Regulation of the Profession, "Questions and Answers: Understanding
the Proposed Regulatory System of the Joint Committee" (1997). Guides, Handbooks and Manuals. 843.
https://egrove.olemiss.edu/aicpa_guides/843

This Book is brought to you for free and open access by the American Institute of Certified Public Accountants
(AICPA) Historical Collection at eGrove. It has been accepted for inclusion in Guides, Handbooks and Manuals by
an authorized administrator of eGrove. For more information, please contact egrove@olemiss.edu.

Questions and Answers
Understanding the
Proposed Regulatory System
of the joint Committee

The AICPA/NASBA Joint Committee on
Regulation and Structure of the Profession
April 1997

Table of Contents

Need for Regulatory Change......................................................................................1
Substantial Equivalency............................................................................................. 4

Requirements for Licensure of Individuals ................................................................7

Licensure Requirements for Firms ........................................................................... 9

Attest Services..........................................................................................................11

Firm Ownership........................................................................................................13

Commissions and Contingent Fees..........................................................................15
Effect on CPAs in Business, Industry, Government and Education........................ 16

Need for Regulatory Change

Why are changes to the
current regulatory
system needed?

The current regulatory system has served the public and profession well for
many years. However, a number of new environmental factors have
challenged the ability of the system to continue to effectively serve the public
and the profession moving forward into the next century. Some of these
factors include:
• Globalization - We live in a rapidly shrinking world. The move to a
global economy is accelerating, thanks to international trade agreements,
advances in technology, communication and travel. National and state
boundaries, standards and regulation may be too limiting in a global
marketplace.

International trade agreements provide an opportunity to permit qualified
accounting professionals to offer services in the U.S. This challenges the
profession and state boards of accountancy to accommodate foreign
reciprocity. With a shift to global capital markets, efforts are also
underway to harmonize accounting and auditing standards of the various
developed countries, which may well lead to one set of standards in the
near future.
Businesses are adapting to these changes, and the accounting profession
and state boards must also respond to meet the future needs of clients,
employers and the public.

• Information Technology - Information and communication technologies
are changing how information is developed and distributed, who
distributes it, how it is stored and how it is used. These changes are
affecting the types of services CPAs provide and how they provide them to
clients. Information technology allows an individual to do business with
nearly anyone on the planet from a single location. Thus, even small firms
and sole practitioners can enter the global marketplace through the World
Wide Web and are doing so now. These technological advances
challenge the current regulatory system that was originally designed to
depend heavily on the physical presence of an individual in the state of
jurisdiction.

• Expansion of Services - CPAs have expanded their scope of practice well
beyond the traditional accounting, auditing and taxation services that
existed at the outset of the profession and the state board regulatory
system. Today CPAs offer a wide range of services to satisfy the public.
This scope of services will continue to grow in the future as CPAs strive to
continue to serve new and existing clients and the public. In addition,
some prohibited practices and regulations within the current regulatory
structure have not been enforced by all state boards, and the marketplace
has already established new accepted practices in these areas.

• Challenges to the Current System - The current regulatory structure for the
profession is being challenged. These attacks come from various parties.
They include CPAs who do not agree with the current system, or aspects
of it, and feel it impinges on their perceived rights to use their CPA title.
The outcome of recent lawsuits in several states could dramatically affect
the current regulatory system for the profession. In addition, certain
prohibitions have not been enforced by all state boards, and the
marketplace has already accepted new practices in these areas.
• Demographic Shifts - The focus of regulation has been, as it well should,
on those CPAs in public practice. Yet there has been an ongoing shift in
the composition of the accounting profession away from public practice.
Today the majority of CPAs work outside public practice in industry,
government, education and other fields. It is estimated that this shift will
continue into the foreseeable future.

For all these reasons, the Joint Committee on Regulation of the Profession has
carefully evaluated the current state of regulation and tried to develop
recommendations that will improve the system in the future.

The current regulatory
system has been
working fine for me
and the CPAs I know.
I don't understand why
any regulatory changes
are necessary, so why
are AICPA and NASBA
pushing for changes?
I like things the way
they are.

Currently there are individuals who are questioning some of the historic
aspects of the existing regulatory system (i.e., ownership rules, fee
arrangements) that most CPAs and state board members probably accept and
support. These individuals claim certain aspects of the regulatory system
impinge on their perceived rights, are anti-competitive and serve no public
protection purpose. In a number of such cases in the past few years, the
courts have sided with those challenging the system and have stated that
State Boards must have documented evidence of public harm to substantiate
the need for any regulations that are claimed to violate or restrict an
individual's perceived constitutional rights or are anti-competitive in nature.

Also there are CPAs who are practicing in relatively new service market areas
and/or using new means of technology in delivering traditional and new
services. They are leading the way to markets and modes of service delivery
that will eventually become commonplace within the profession in the
future. Recent polling information shows that nearly 70% of AICPA Council
and NASBA members use electronic technology to service clients across state
lines.
For these reasons, it is not a question of whether changes to the profession
and its regulation are going to take place. Rather, it is only a question of
when and what type of changes will occur. The AICPA and NASBA cannot
prevent changes from happening, but they can attempt to help direct that
change for the benefit of the public, state boards and CPAs.
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Why don't the AICPA
and NASBA fight the
legal challenges to the
current regulatory
system?

AICPA and NASBA have been active in opposing legal challenges to the
current regulatory system by, among other things, filing amicus curiae briefs
in support of state boards in a number of cases in recent years, some of which
are still on-going in the courts. While these legal battles continue, it would
be foolish and potentially counterproductive for the AICPA and NASBA to
rely solely on the courts to decide the ultimate parameters of the profession's
regulation in the future. Thus, the AICPA and NASBA have been conducting
their own analysis during the past year and a half to develop
recommendations that will be responsive to changes both in the business
environment and the way CPAs practice.

What are the basic
components of the
Joint Committee's
recommendations for
change?

The Joint Committee's proposal for change seeks to accomplish the broad
objective of mobility for CPAs and uniformity of licensing and regulation
within today's state-based regulatory model. The major components include:

• Implementation of a concept called "substantial equivalency" to improve
reciprocity and/or practice rights across state lines for CPAs from states that
have the same general entrance requirements as those of the
AICPA/NASBA Uniform Accountancy Act (UAA), as well as for individual
CPAs who personally meet those standards.
• Licensing and regulation of all CPAs by state boards of accountancy.

• Required licensing of all firms which perform attest services.
• Additional regulation of licensed firms (e.g., peer review, minimum CPA
ownership, restrictions on client fee arrangements, and more focused
attest-based experience for personnel who supervise attest engagements
and sign reports on financial statements) in recognition of the greater
public interest in traditional attest services.
• A renewed effort to promote the UAA.

Under this approach, all individual CPAs would be licensed, regulated and
recognized on substantially the same basis throughout the country.
Moreover, each would be subject to the same Code of Professional Conduct
which would assure proper professional behavior and adherence to general
professional standards. CPAs could be disciplined by either their state of
licensure, or any other state in which they practice, if they commit a violation
of the law, rules, or code.

3.

Substantial Equivalency

What is the concept of
"substantial equivalency"?

This is a concept the Committee is recommending to provide easy mobility
for CPAs across state lines. Under this concept, if a CPA has a valid license
from a state that utilizes CPA licensure criteria that are "substantially
equivalent" to those outlined in the UAA, then the CPA could cross state
lines to practice in another state without obtaining licensure in that state.
However, the individual would have to notify the State Board of his or her
intent to practice and agree to follow the law and rules in that state.
The Committee's vision is that the CPA license granted by the state of one's
"principal employment" would give an individual CPA the right to practice
across state lines, physically or via electronic technology, without requiring
him or her to obtain a reciprocal license, as long as their state of licensure is
deemed "substantially equivalent." If a CPA moves or relocates their
principal place of employment to another state and establishes a practice or
employment there, however, he or she would be required to obtain a license
in that state, but the application process would be streamlined if he or she
came from a "substantially equivalent" state.

Who would decide
whether a state is
"substantially equivalent"
to the UAA?

The Committee envisions the creation of a NASBA Qualifications Appraisal
Service that would handle the task of making these evaluations on behalf of
and at the request of state boards. It would be comparable to what is
currently being done by the International Qualifications Appraisal Board with
respect to international reciprocity.

What if I am a CPA in
a state that is not
deemed "substantially

No. The concept of "substantial equivalency" is not intended to deny
anyone the ability to obtain reciprocity. It is simply a means to streamline the
process and eliminate duplicate paperwork and delays for a large number of
CPAs.

equivalent"?
Does that mean I
cannot practice in other
states or obtain
reciprocity?

If you do come from a state that is not "substantially equivalent," you could
make application with the state or states in which you intend to practice or
relocate and the State Board would make a determination about you on an
individual basis. Alternatively, you could apply to NASBA for a
determination on an individual basis if you personally have complied with
the provisions of the UAA. If you are deemed to be "substantially
equivalent," you would be entitled to cross border practice rights (with
appropriate notice) and ease of reciprocity. Individuals who do not meet
UAA criteria may also qualify under the "5 in 10" provision of the UAA if
they have been in public practice five out of the last ten years.
4.

What are the key issues
that will determine
"substantial equivalency"?

They are the same issues that states currently evaluate on an individual basis:
education, examination and experience. If a particular state's requirements in
these areas are the same as those in the UAA, the state would be deemed
"substantially equivalent" and CPAs licensed in that state would have
practice rights in other states and simplified reciprocity when seeking a
reciprocal license.

I've been a CPA for some
time and I do not have
150 hours of education.
Does that mean that
I cannot qualify for
"substantial equivalency"?

If your state of licensure meets the UAA standards (including having passed
150-hour legislation), then it would be considered "substantially equivalent"
and you as a licensee would be entitled to the temporary practice rights
associated with it, even though you personally have not obtained 150 hours
of education. In every state that implements the 150-hour requirement,
existing CPAs are "grandfathered" and do not have to meet the requirement.
This approach would carry over as the "substantial equivalency" concept is
implemented. In fact, with respect to the 150-hour requirement, all CPAs,
whether or not in substantially equivalent states, who passed the CPA exam
before the year 2001 would be "grandfathered."

Any CPA from a state that is not substantially equivalent who passes the CPA
exam after the year 2000 ,however, would have to meet all the UAA
standards (including 150 hours), in order to qualify for the practice rights
provided under substantial equivalency. As described earlier, if an individual
does not so qualify, he or she would have to apply for reciprocity or a
temporary license on an individual basis in the states in which he or she
wishes to practice. Again, these individuals may qualify under the "5 in 10"
provision of the UAA if they have been in public practice five out of the last
ten years.

Where would the
authority for these
"temporary practice
rights" come from?

The authority would come from the state legislatures and State Boards of
Accountancy. To implement the concept of "substantial equivalency," state
accountancy laws in some states may need to be amended and State Boards
would have to adopt regulations that acknowledge the NASBA Qualifications
Appraisal Service and permit the Board to rely on its findings. In essence, an
accountancy board would utilize the evaluation process of NASBA, but the
authority to grant the rights to practice would continue to rest with the State
Board.

5.

So, if I am licensed in
a state deemed to be
"substantially equivalent,"
I could practice in any
other state that accepted
the NASBA evaluation
without having to apply
for a license in that state?

That's correct if you are practicing in person or through the use of electronic
media such as the Internet outside your state of licensure. However, if you
relocate your principal place of employment to another state, you would
need to obtain a reciprocal license as is currently the case. That process
should be relatively simple, however, and a matter of completing appropriate
registration requirements.

What rules/regulations
would apply to me
when I practice in
another state under the
concept of "substantial
equivalency"?

You would be required to adhere to the accountancy law and rules of the
state in which you are practicing.

If a CPA committed a
violation of the laws or
rules in another state
what would happen?

Presumably the genesis of such a situation would be the filing of a complaint
with the State Board where the infraction occurred. As is the case now, that
Board would investigate the matter and could issue a range of disciplinary
actions the most severe being the revocation of practice rights for the
individual in that state. The State Board might also choose to share the
information learned, or file a complaint, with the Board of the licensee's state
of licensure. Depending on the circumstances, the latter might also choose
to take some kind of disciplinary action against the individual.

Is something like this
really needed? I work
in one state and don't
envision that I would
ever use this.

While there are still CPAs who practice or work in only one location and
never venture across state lines, that situation is becoming more and more the
exception rather than the rule. In today's practice environment most CPA
firms practice across state lines and/or have offices in more than one state.
Also, CPAs in industry and public practice relocate or transfer from one state
to another.

However, in many cases, CPAs find the rules for temporary practice or
reciprocity confusing, cumbersome, or unrealistic to comply with in the time
frames often demanded by today's practice. As a result, many CPAs simply
ignore the current requirements and pursue their work across state lines
anyway.
In addition, technology is quickly changing the way CPAs practice, providing
the ability to do business with anyone in the world, let alone the U.S., from a
single location without ever physically crossing state lines. Polling

6.

information from AICPA Council and NASBA members showed that nearly
70% currently serve clients outside the state in which they reside through the
use of electronic technology.

Practice across state lines is a reality now. Any process AICPA and NASBA
can encourage states to implement to make that practice as easy and as
"seamless" as possible, while providing even better protection of the public,
is worth the effort. The Joint Committee feels the concept of "substantial
equivalency" is a step in the right direction to assist practitioners and the
public as we move into the global economy of the 21st century.

Requirements for Licensure of Individuals

What are the
requirements for
licensure to become
a CPA under the
Committee's regulatory
proposal?

To obtain a CPA license, the Committee recommends the following criteria
that include three key components:

• Education - An individual would have to obtain 150 semester hours of
college education, including a baccalaureate degree.
• Examination - After completing the education requirement, an individual
would have to pass the Uniform CPA Examination under conditioning
requirements defined by the UAA.
• Experience - An individual would have to meet a one year general
experience requirement under the supervision of a licensee or other
qualified professional, broadly defined to accommodate experience in all
fields of employment including public practice, industry, government and
education.

I've met the education
requirement and passed
the CPA exam but I am
working in industry.
Can I qualify for a
CPA license under the
Committee's proposal?

Yes, under the Committee's proposal any individual who meets the
education and examination requirements and has one year of experience,
regardless of his or her particular field of employment, qualifies for a CPA
license.

7.

Shouldn't there be a
basic public accounting

experience requirement
for licensure?

The Committee feels that a public accounting experience requirement prior
to licensure (as currently contained in the UAA and in place in many states
today) is too restrictive in light of today's environment for CPA services.
Over half of today's accounting graduates pursue initial employment outside
of public accounting. Also, the proposed regulatory system will regulate
individual CPAs in all activities, not just public accounting. Therefore, a
broad experience requirement for initial licensure makes sense.

In addition, the Committee recommends an experience requirement for those
who supervise attest services and sign reports on financial statements in firms
which would be implemented through professional standards and referenced
in state accountancy laws. This will provide additional protection to the
public with respect to in the most sensitive service provided by CPAs. This
attest experience requirement is discussed later in these Q&As.

Are there any on-going
requirements for
re-licensure under the
Committee's proposal?

Yes, all licensed CPAs must meet a CPE requirement in order to renew their
individual license and licensed CPA firms must meet a peer/quality review
requirement every three years to renew their firm license.

What is the CPE
requirement for
individual CPAs?

The Joint Committee supports a CPE requirement for all licensees. The
Committee discussed alternative amounts of required CPE (120 vs. 90 hours)
as well as new ways to measure CPE and alternative non-traditional ways of
learning. The Joint Committee decided to wait until several AICPA and
NASBA committees studying this area finish their work before finalizing
recommendations in this area. However, the Committee supports one CPE
requirement for all CPAs that will accommodate a new measurement system
in the future. This requirement will be broadly defined to assure that CPE in
all fields of employment for CPAs will qualify. The committee also
recommends that all states adopt the AICPA/NASBA "Statement on Standards
for CPE Programs" for use in determining acceptable CPE.

Are there any
exemptions from
the CPE requirement?

The Committee recommends an "inactive" status be made available to retired
CPAs and those who do not perform public accounting services. Such
individuals would be exempt from the CPE requirement but would have to
put the word "inactive" behind their CPA title.

8.

What types of CPE
courses qualify for
the CPE requirement?

As of today, the same types that currently qualify under the UAA. That is,
any formal program of learning which contributes to the growth in the
•professional knowledge and professional competence of a licensee. CPE that
assists a CPA in performing his or her job, whether he or she works in public
accounting, industry, government or education, will qualify. In the future,
however, once the AICPA and NASBA CPE committees finish their study,
alternative, nontraditional ways of learning may also qualify.

Licensure Requirements for Firms

Are there any specific
requirements for licensed
CPA firms?

Yes. A licensed CPA firm must be owned by at least a simple majority of
licensed CPAs. Also, it must undergo a peer/quality review of its attest
practice, if any, every three years. In addition, it must assure that all CPAs in
the firm who supervise attest services and sign reports on financial statements
have met the applicable attest experience requirement defined in professional
standards. Finally, the firm is prohibited from using certain fee arrangements
on most services for attest clients.

Can firms which do not
perform attest services
be licensed under the
Committee's proposal?

Yes. Any entity that wishes to call itself a CPA firm or use the designation
"CPAs" in conjunction with its entity name can seek to be licensed by the
State Board even if it does not perform attest services.

What about a sole
practitioner?

If a sole practitioner performs attest services, or if he or she wishes to use the
CPA designation in the name of the entity (i.e., John Doe, CPA), then the
entity must be a licensed firm with the State Board.

So unless I perform attest
services I do not have to
practice or offer other
services to the public
through a CPA firm?

That's correct. Only attest services must be performed in a licensed CPA
firm. Once again, however, if an entity wants to identify itself as a CPA firm
or use "CPAs" in its name (i.e., Smith & Jones, CPAs), it must be licensed by
the State Board and be majority owned by licensed CPAs.
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What if my firm only
offers tax and/or
consulting services to the
public. Can it do that
without being licensed
by our State Board?

Yes, as long as the firm does not identify itself as a CPA firm or use "CPAs" in
the entity name. In fact, that is true if each individual in the firm individually
identifies himself and herself as a CPA. However, all CPAs in the entity must
be individually licensed and are subject to regulation by the State Board.

What types of names are
acceptable for this type
of entity?

Any that do not include the designation "CPAs" or "CPA firm." For instance,
"ABC Tax and Consulting Services" would be permissible as would simply
"Smith & Jones."

Are the ownership and
other requirements the
same for these types of
entities as for CPA firms?

No. In fact there are no regulatory requirements applicable to such entities.
For instance, the requirement that a licensed CPA firm be majority owned by
licensed CPAs would not apply to them.

Can the CPAs that work
in such entities use their

Yes. Any duly licensed CPA can use his or her individual CPA title regardless
of where they work.

CPA title?

Must these non-licensed
entities undergo a
peer/quality review?

No. Only licensed CPA firms that perform attest services must undergo a
peer/quality review every three years. However, as previously noted, non
licensed firms cannot perform attest services.

How would the "client
records" rules apply to
these types of entities
and the CPAs working
for them?

Because these entities are not licensed or regulated by a state board the rules
on client records would not apply to them. However, the CPAs working in
the entities would be responsible for complying with the client records rules
and returning appropriate records to clients if so requested.

10.

Attest Services

How are "attest services"
defined by the Joint
Committee?

The Joint Committee is defining attest services to include audits, reviews,
compilations and examinations of prospective financial information
performed in accordance with applicable professional standards (i.e., SAS,
SSARS and SSAE). Financial related assurance services opined upon in any
manner are also included as attest.

Could a non-licensed
firm that employs CPAs
perform compilations?

No. Compilations are part of attest services and must be performed by CPAs
in a licensed CPA firm.

What if the non-licensed
firm does not follow
professional standards
and issues a non-SSARS
compilation?

CPAs must perform SSARS compilations. CPAs cannot be associated with
attest services that are not in conformity with appropriate professional
standards.

Can a non-licensee
(non-CPA) issue any kind
of financial statement?

Yes, they can issue financial statements as long as they do not use any
language in association with them that implies the statements have been
prepared in accordance with professional standards, nor can they express any
opinions or assurances on the statements. Only licensees (CPAs) can perform
those services.

What is the "safe harbor"
language mentioned in
the Joint Committee
Report?

This is acceptable language that non-licensees could use in association with
financial statements (making it clear they are not licensed to perform attest
services) that would not be in violation of the accountancy laws and rules.
The Joint Committee is recommending it be included in the UAA. Currently,
approximately 20 states have some type of "safe harbor" language that non
licensees can use.

11.

What exactly is the attest
experience requirement
mentioned earlier and to
whom does it apply?

The Committee's proposal recommends that there be an experience
requirement for those CPAs who supervise traditional attest services and sign
reports on financial statements for their firm. Because of the special public
interest in these services, individuals would be required to demonstrate a
basic skill level before being authorized to supervise them and sign attest
reports.
The Committee recommends that this requirement be defined in professional
standards promulgated by AICPA and referenced in the state accountancy
laws. The development of this attest experience requirement will go through
the normal exposure process for any new or revised standard. CPAs,
regulators, and the public will have an opportunity to comment on the
requirement as it is developed.

I work in industry as a
controller and prepare
financial statements for
my company. Do I have
to meet this attest
experience requirement?

No. The requirement is only applicable to CPAs who supervise traditional
attest services and sign attest reports for the public. It would not apply to
CPAs who prepare financial statements for their employer.

Why not require all
applicants for licensure
to obtain attest

Because the majority of individuals entering the profession will never perform
attest services. Therefore, it does not make sense to require everyone to
demonstrate this competency. By specifying the requirement for those who
wish to supervise attest engagements and sign reports for their firm, you
provide protection to the public in the one area where the public interest is
greatest without impeding others who wish to obtain the CPA credential.

experience?

So, even though / obtain
my CPA license, I cannot
automatically provide
attest services and issue
attest reports to the
public?

That's correct. You would first have to meet the attest experience
requirement defined in the professional standards.

How would this
requirement be policed?

Primarily through the peer review process for firms, as well as through
complaints received by State Boards.

12.

/ currently offer
traditional attest
services. Would I
have to meet this new
experience requirement?

It is anticipated that this will not present a problem to anyone currently
performing attest services. Most likely they will be able to meet whatever
requirement is developed in the professional standards.
However, in the future you and your firm will have to demonstrate you meet
the attest experience requirement or be in violation of professional standards
and subject to discipline by the AICPA and state boards of accountancy.

Firm Ownership

Why not just require
all CPAs to offer services
to the public through a
CPA firm? Then there
would be no chance of
the public being
confused.

First, if challenged, the courts are not likely to support a complete
prohibition against CPAs working for non-CPA firms who offer services to
the public that are not restricted to CPAs. In fact, a Federal district court in
Florida has already taken this exact position. Moreover, this practice has
been occurring across the country for years. CPAs are employed by
consulting firms, financial institutions and other entities that offer services to
the public that fall within the broad definition of public accounting (tax
services, consulting services, etc.) and there is no evidence that the public
has been confused or harmed by this practice.
The Committee feels the requirement that "attest services" must be provided
through a CPA firm makes the most sense from a public protection
standpoint and is most likely to be upheld by the courts. Because of the
sensitive nature of traditional attest services, they are restricted to licensed
CPAs. CPAs have a monopoly on such services, whereas in all other service
areas they do not. In addition, the nature of attest services, with the
requirement for independence, supports the need for a unique "culture" and
sensitivity within the entity where they are performed. Thus, the Committee
supports restricting the performance of attest services to CPA firms that are
controlled by licensed CPAs.

Shouldn't the CPA firm be
wholly owned by CPAs?

That is an unrealistic standard in today's world where firms have had nonCPA owners for decades without any demonstrated harm to the public.
Also, some firms have created additional subsidiaries to accommodate the
involvement of non-CPAs. In this case the CPAs and non-CPAs own the
business and work together. The CPAs do not use their title in this business,
but in most communities it is widely known they are CPAs.
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There are legitimate professional reasons CPA firms have non-CPA owners.
For instance, individuals are needed to perform related professional services
and provide specialized expertise on complex audits.
The Committee feels the most realistic standard in today's practice
environment is to require that CPA firms be owned by a simple majority of
licensed CPAs. This would assure that the firm is controlled by CPAs, as the
public would expect, and that the appropriate culture is maintained with
respect to the performance of traditional attest services. This standard would
also encourage CPAs to keep all their services within the firm and to
promote themselves as CPAs.

If 100% CPA ownership is
unrealistic, why not set
the standard for firm
ownership at 66%%, the
current AICPA Council
Resolution?

The Joint Committee discussed this matter extensively and felt that in
proposing a new regulatory model for the next century a requirement of
66⅔% ownership would not provide the flexibility that CPA firms and the
marketplace will require.
There are CPA firms now that are "pushing the envelope" on the 66%%
requirement, and it is often more difficult for smaller firms to meet such a
requirement. Also, since CPAs compete against others (except for attest
services) who have no such requirements it makes sense to put them on as
equal a footing as possible so they can compete effectively.

Remember that CPA firms will continue to be licensed by the State Board
and will be subject to regulation and enforcement. The CPA owners of the
firm will be responsible for the actions of their non-CPA owners and cannot
utilize non-CPA owners to accomplish activities that are prohibited for CPAs.

Could a non-CPA be the
managing partner of the
firm?

No. Under the Committee's proposal, a licensed CPA must be the
managing partner/owner of the firm. In addition, the partner/owner in
charge of attest services would also have to be a licensed CPA. This will
help assure that the proper "culture" within the firm is maintained in the
provision of attest services.

Could the firm have
passive non-CPA owners?

No. All non-CPA owners must be actively engaged in working for the firm.
Passive ownership is not permitted.

14.

Commissions and Contingent Fees

Does the Committee's
proposal contain any
other restrictions that
apply only to licensed
CPA firms?

Yes. As previously indicated, the Committee recommends that CPA firms
continue to be prohibited from accepting commissions and contingent fees
from attest clients. However, even these firms will be permitted to accept
commissions and contingent fees for services from clients for whom they do
not perform attest services. In addition, contingent fees would be permitted
for the preparation of amended tax returns or refund claims, even for attest
clients, as long as the firm had a reasonable expectation the claim would be
the subject of a substantive review by the taxing authority. Receipt of any
commission or contingent fee may be done only after written disclosure to
the non-attest client.

So under the Committee's
proposal CPAs could
accept commissions and
contingent fees?

Yes, except from attest service clients and in certain situations involving
preparation of tax returns, as long as they are disclosed to the client.

Won't this be detrimental
to the public?

If this is not an attest client, the public really has no direct interest. Moreover,
others can and have performed the same services using these types of fee
arrangements for years because clients actually demand them. If a client
does not want such an arrangement they can simply decline to do business
on that basis.

Won't these types of fee
arrangements be harmful
to the profession's image?

The rules relating to commissions and contingent fees recommended by the
Committee are taken from the AICPA's Code of Professional Conduct. The
Committee is merely proposing they be incorporated into each state's
regulatory structure so there is uniformity in all jurisdictions. As a matter of
fact, the trend in recent years has been for states to increasingly adopt rules
similar to the AICPA's and move away from a total ban on such fee
arrangements.

The public's image of the profession is affected most by the quality of services
they receive, not by the fee arrangements for those services. As long as fee
arrangements are disclosed (which is required), the public is free to choose
the type of arrangement it wants. In the eyes of many, prohibitions against
such fee arrangements are viewed as self-serving, anti-competitive, and not in
1

the public interest. In some cases, clients are not able to pay for services on
an hourly basis and actually prefer a contingent fee basis. In a free market
system, the marketplace should dictate fee arrangements as long as they are
disclosed to clients, unless there is an overriding public interest, which is the
case for attest services.

Effect on CPAs in Business, Industry,
Government and Education

How do the changes
proposed by the Joint
Committee affect CPAs
who work in industry,
government or education?
Doesn't this proposal
primarily relate to public
practitioners?

While the Joint Committee's recommendations are intended to improve the
regulatory system for public practitioners, they also remove barriers for CPAs
not in public practice. Substantial equivalency will benefit all CPAs who
move from one state to another and wish to obtain reciprocity, by simplifying
that process. It will also enable all CPAs, including those not in public
practice, to use their CPA title outside their state of residence/licensure. The
Committee's proposal also improves the process for licensure for CPAs
working in industry, government and education, by broadening the
experience requirement for initial licensure and broadening the definition of
acceptable CPE.

/ started my career in
public accounting but

Yes. If you wish to provide attest services, however, you will have to
demonstrate that you meet the experience requirement for performing these
services spelled out in professional standards and you will have to perform
these services in a licensed CPA firm.

now I work in industry.
If I want to return to
public accounting at a
later point in time, can
I do that under this
proposal?

I am a CPA and a state
auditor. Does the Joint
Committee's proposal in
any way affect my ability
to perform my duties?

No. The current UAA contains a provision that states that it does not prohibit
any act of a public official or employee in the performance of their duties as
such. The Joint Committee recommendations do nothing to change that.
The focus of the Joint Committee's report, with respect to attest services,
relates to CPAs in public practice.
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